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financing is not treated as the acquisition or
replacement of an existing mortgage.

Example (2). In June 1981 mortgagor B pur-
chased a new residence in a targeted area but
was unable to sell his former residence.
Therefore, B obtained temporary financing
for his new residence until his former resi-
dence was sold. In October 1981 B applies to
County Z to obtain financing from a program
funded with proceeds of qualified mortgage
bonds. Such financing is needed by B to re-
place the temporary financing for his new
residence. If B meets the other requirements
of this section, the mortgage qualifies for
such permanent financing since the perma-
nent financing replaces temporary initial fi-
nancing.

Example (3). In 1979 mortgagor C purchased
a residence but was unable to obtain financ-
ing from a program sponsored by County W
because such program prohibited loans from
the program which were in excess of 80 per-
cent of the fair market value of the property.
Therefore, in 1979 C obtained financing from
a private lending institution with the inten-
tion of refinancing when he accumulated suf-
ficient equity in the property. In 1981 C has
accumulated sufficient equity in the prop-
erty so as to comply with the requirements
of the program. C applies to County W to re-
finance under the program, which is funded
with the proceeds of qualified mortgage
bonds. Even if C met the other requirements
of this section, the mortgage would fail to
meet the requirement of paragraph (j) since
such a mortgage would replace an existing
mortgage.

Example (4). In 1969 mortgagor D purchased
a residence and obtained financing from a
private lending institution. In 1981 D applies
to County U for a loan for the rehabilitation
of the property and for the refinancing of the
existing mortgage. The program is funded
with qualified mortgage bonds. If D meets
the other requirements of this section the
mortgage qualifies for such permanent fi-
nancing since the replacement of the mort-
gage is not treated as the replacement or ac-
quisition of an existing mortgage.

Example (5). In 1950 mortgagor E purchased
a residence, obtaining a mortgage from a pri-
vate lending institution to finance the pur-
chase price. In 1980 E completed repaying the
mortgage. In 1981 E applies for a loan from a
program sponsored by State housing finance
agency X and funded with the proceeds of
qualified mortgage bonds. The mortgage
does not meet the requirements of paragraph
(j) since E had a previous mortgage on his
residence, even though such mortgage was
previously released.

(k) Information reporting requirement.
See §1.103A-2(k) for rules relating to
section 103A(j)(3).

(1) Policy statement. See §1.103A-2(1)
for rules relating to section 103A(j)(5).
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(m) State certification. See §1.103A-
2(m) for rules relating to section
103A(j)(4).

(98 Stat. 901 (26 U.S.C. 103A(j) (3) and (4)); 68A
Stat. 917 (26 U.S.C. 7805))

[T.D. 7780, 46 FR 34314, July 1, 1981, as amend-
ed by T.D. 7794, 46 FR 55514, Nov. 10, 1981;
T.D. 7817, 47 FR 22361, May 24, 1982; T.D. 7819,
47 FR 24701, June 8, 1982; T.D. 7821, 47 FR
28094, June 29, 1982; T.D. 7995, 49 FR 48293,
Dec. 12, 1984; T.D. 8023, 50 FR 19355, May 8,
1985; T.D. 8049, 50 FR 35547, Sept. 3, 1985; T.D.
8476, 58 FR 33553, June 18, 1993]

§6a.103A-3 Qualified veterans’ mort-
gage bonds.

(a) In general. A qualified veterans’
mortgage bond shall not be treated as
a mortgage subsidy bond, and the in-
terest shall be exempt from Federal in-
come taxation.

(b) Qualified veterans’ mortgage bond.
(1) With respect to obligations issued
prior to July 19, 1984, the term ‘‘quali-
fied veterans’ mortgage bond’”’ means
any issue of obligations—

(i) Which meets the requirements of
§6a.103A-1, §6a.103A-2(j) (1) and (2), and
this section;

(ii) Substantially all of the proceeds
of which are to be used to provide fi-
nancing for single-family, owner-occu-
pied residences (which meet the re-
quirements of §6a.103A-1(b)(6) and
§6a.103A-2(d)) for veterans; and

(iii) Payment of the principal and in-
terest on which is secured by a pledge
of the full faith and credit of the
issuing State.

A qualified veterans’ mortgage bond
does not include any bond that is an in-
dustrial development bond under sec-
tion 103(b).

(2) With respect to obligations issued
after July 18, 1984, the term ‘‘qualified
veterans’ mortgage bond’ means any
issue of obligations—

(i) Which meets the requirements of
§6.103A-1, §6a.103A-2(d) (relating to res-
idence requirements), (j) (1) and (2) (re-
lating to new mortgage requirement),
and (k) (relating to information report-
ing requirement), and this section;

(ii) Substantially all of the proceeds
of which are to be used to provide fi-
nancing for qualified veterans; and

(iii) Payment of the principal and in-
terest on which is secured by a pledge
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of the full faith and credit of the
issuing State.

A qualified veterans’ mortgage bond
does not include any bond that is an in-
dustrial development bond under sec-
tion 103(b).

(c) Qualified wveteran. (1) An issue
meets the requirements of this para-
graph only if each of the mortgagors to
whom owner financing is provided is a
qualified veteran.

(2) With respect to obligations issued
prior to July 19, 1984, the term ‘‘quali-
fied veteran’ means any veteran.

(3) With respect to obligations issued
after July 18, 1984, the term ‘‘qualified
veteran’’ means any veteran who—

(i) Served on active duty at some
time before January 1, 1977, and

(ii) Applied for financing before the
later of—

(A) The date 30 years after the date
on which such veteran left active serv-
ice, or

(B) January 1, 1985.

(4) The term ‘‘veteran’ shall have the
same meaning as in 38 U.S.C. 101(2),
that is, a person who served in the ac-
tive military, naval, or air service, and
who was discharged or released there-
from under conditions other than dis-
honorable.

(d) Husband and wife. For purposes of
this section, if a residence is to be
owned by a husband and wife as joint
tenants, as tenants by the entirety, or
as community property, and if one
spouse is a veteran, then both spouses
shall be treated as satisfying the re-
quirements of paragraph (c) of this sec-
tion.

(e) Substantially all. For purposes of
this section, the term ‘‘substantially
all” shall have the same meaning as in
§1.103-8.

(f) Qualified home improvement loan.
The term ‘‘qualified home improve-
ment loan” means the financing
(whether or not secured by a mortgage)
of alterations, repairs, and improve-
ments on, or in connection with, an ex-
isting single-family, owner-occupied
residence by a veteran who is the
owner thereof. The alterations, repairs,
and improvements, however, must sub-
stantially protect or improve the basic
livability or energy efficiency of the
property, such as the renovation of
plumbing or electric systems, the in-

26 CFR Ch. | (4-1-10 Edition)

stallation of improved heating or air
conditioning systems, the addition of
living space, or the renovation of a
kitchen area. Items that will not be
considered to substantially protect or
improve the basic livability of the
property include swimming pools, ten-
nis courts, saunas, or other rec-
reational or entertainment facilities.

(g) Volume limitation—(1) In general.
In the case of obligations issued after
June 22, 1984, an issue meets the re-
quirements of this paragraph only if
the aggregate amount of obligations
issued pursuant thereto, when added to
the aggregate amount of qualified vet-
erans’ mortgage bonds previously
issued by the State during the calendar
year, does not exceed the State vet-
erans limit for such calendar year. In
determining the aggregate amount of
qualified veterans’ mortgage bonds
issued in calendar year 1984, obliga-
tions issued prior to June 23, 1984, shall
not be taken into account.

(2) State veterans limit. (i) The State
veterans limit for any State is the
amount equal to—

(A) The aggregate amount of quali-
fied veterans’ mortgage bonds issued
by the State during the period begin-
ning on January 1, 1979, and ending on
June 22, 1984 (not including the amount
of any qualified veterans’ mortgage
bonds actually issued during the cal-
endar year, or the applicable portion of
1984, in such period for which the
amount of such bonds was the lowest),
divided by

(B) The number (not to exceed 5) of
calendar years after 1978 and before
1985 during which the State issued
qualified veterans’ mortgage bonds.

In determining the number of calendar
yvears after 1978 and before 1985 during
which the State issued qualified vet-
erans’ mortgage bonds, any qualified
veterans’ mortgage bonds issued after
June 22, 1984, shall not be taken into
account. A State that did not issue
qualified veterans’ mortgage bonds
during the period beginning on Janu-
ary 1, 1979, and ending on June 22, 1984,
may not issue qualified veterans’ mort-
gage bonds after June 22, 1984.

(ii) In the case of any obligation
which has a term of 1 year or less and
which was issued to provide financing
for property taxes, the amount taken
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into account under this paragraph with
respect to such obligation shall be Vis
of its principal amount.

(3) Examples. The following examples
illustrate the provisions of this para-
graph:

Example (1). State R issued the following
issues of qualified veterans’ mortgage bonds:
a $200 million issue on March 31, 1979, a $150
million issue on May 1, 1980, a $75 million
issue on September 1, 1981, a $200 million
issue on June 5, 1982, a $125 million issue on
March 1, 1983, a $60 million issue on April 1,
1984, and a $100 million issue on September 1,
1984. R issued no other issues of qualified
veterans’ mortgage bonds during the period
beginning January 1, 1979, and ending on De-
cember 31, 1984. The aggregate amount of
qualified veterans’ mortgage bonds issued
during the period January 1, 1984, through
June 22, 1984 ($60 million), is not taken into
account in determining R’s State veterans
limit because that is the lowest aggregate
amount of qualified veterans’ mortgage
bonds issued during the calendar year or the
applicable portion of 1984, in the period be-
ginning on January 1, 1979, and ending on
June 22, 1984. Thus, R’s State veterans limit
is $150 million ($750 million (which is the sum
of $200 million, $150 million, $75 million, $200
million, and $125 million) divided by 5). The
September 1, 1984, issue is not included in
determinig the State veterans limit because
that issue was issued after June 22, 1984. The
September 1, 1984, issue of qualified veterans’
mortgage bonds meets the requirements of
§6a. 103A-3 (g) since the aggregate amount of
qualified veterans’ mortgage bonds issued in
calendar year 1984 (not including obligations
issued prior to June 23, 1984), does not exceed
the State veterans limit.

Example (2). State S issued a $100 million
issue of qualified veterans’ mortgage bonds
on March 31, 1984. S issued no other issues of
qualified veterans’ mortgage bonds during
the period beginning on January 1, 1979, and
ending on June 22, 1984. The aggregate
amount of qualified veterans’ mortgage
bonds issued in the calendar year, or the ap-
plicable portion of 1984, in the period Janu-
ary 1, 1979, through June 22, 1984, for which
the amount of bonds was the lowest is zero.
Thus, the State veterans limit for S is $100
million (($100 million minus $0) divided by 1).

(h) Good faith compliance efforts—(1)
Mortgage eligibility requirements. An
issue of qualified veterans’ mortgage
bonds issued after July 18, 1984, which
fails to meet the requirements of sec-
tion 103A(o)(1), §6a.103A-2(d) relating
to residence requirements), and
§6a.103A-2(j) (1) and (2) (relating to new
mortgage requirements) shall be treat-
ed as meeting such requirements if

§60.103A-3

each of the following provisions is com-
plied with:

(i) The issuer in good faith attempted
to meet all such requirements before
the mortgages were executed. Good
faith requires that the trust indenture,
participation agreements with loan
originators, and other relevant instru-
ments contain restrictions that permit
the financing of residences only in ac-
cordance with such requirements. In
addition, the issuer must establish rea-
sonable procedures to ensure compli-
ance with such requirements. Such pro-
cedures include reasonable investiga-
tions by the issuer to satisfy such re-
quirements.

(ii) Ninety-five percent or more of
the lendable proceeds (as defined in
§6a.103A-2(b)(1)) that were devoted to
owner-financing were devoted to resi-
dences with respect to which, at the
time the mortgages were executed, all
such requirements were met. In deter-
mining whether a person is a qualified
veteran the issuer may rely on copies
of the mortgagor’s certificate of dis-
charge indicating that the mortgagor
served on active duty at some time be-
fore January 1, 1977, and stating the
date on which the mortgagor left ac-
tive service provided that neither the
issuer nor its agent knows or has rea-
son to believe that such affidavit is
false. Where a particular mortgage
fails to meet more than one of these re-
quirements, the amount of the mort-
gage will be taken into account only
once in determining whether the 95-
percent requirement is met. However,
all of the defects in the mortgage must
be corrected pursuant to subdivision
(iii).

(iii) Any failure to meet such require-
ments is corrected within a reasonable
period after such failure is discovered.
For example, failures can be corrected
by calling the nonqualifying mortgage
or by replacing the nonqualifying
mortgage with a qualifying mortgage.

(2) Nonmortgage eligibility require-
ments. An issue of qualified veterans’
mortgage bonds issued after July 18,
1984, which fails to meet the require-
ments of paragraph (g) of this section
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shall be treated as meeting such re-
quirements if each of the requirements
of §6a.103A-2(c)(2) (i) and (ii) is met.

(98 Stat. 901(26 U.S.C. 103A(j) (3) and (4)); 68A
Stat. 917 ( 26 U.S.C. 7805))
[T.D. 7780, 46 FR 34314, July 1, 1981; 46 FR
37890, July 23, 1981, as amended by T.D. 7995,
49 FR 48297, Dec. 12, 1984]

§6a.6652(g)-1 Failure to make return
or furnish statement required
under section 6039C.

(a) Amount imposed. In the case of
each failure to meet the requirements
of—

(1) Section 6039C, relating to informa-
tion returns with respect to United
States real property interests, or

(2) Section 6039C(b)(3), relating to
statements to be provided to substan-
tial investors in United States real
property interests,

on or before the date prescribed there-
for (determined with regard to any ex-
tension of time for filing), the person
failing to meet such requirement shall
pay $25 for each day during which such
failure continues.

(b) Limitation—(1) Domestic corpora-
tions and nominees. The maximum pen-
alty which may be imposed under para-
graph (a) of this section on a domestic
corporation or nominee for failure to
meet the requirements of section
6039C(a) for any calendar year is
$25,000.

(2) Partnerships, trusts, estates and for-
eign corporations. The maximum pen-
alty which may be imposed on a part-
nership, trust, estate or foreign cor-
poration for failure to meet the re-
quirements of section 6039C(b) for any
calendar year is $25,000.

(3) Foreign persons holding U.S. real
property interests and mnominees. The
maximum penalty which may be im-
posed on a foreign person holding a
U.S. real property interest or on a
nominee holding a U.S. real property
interest for a foreign person for failure
to meet the requirements of section
6039C(c) for any calendar year is the
lesser of $25,000 or 5 percent of the ag-
gregate of the fair market value of the
U.S. real property interests owned by
such person at any time during such
calendar year.

(¢c) Definitions—(1) Fair market value.
The term ‘‘fair market value’ as used
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in this section is defined in §6a.897-1
(in the FEDERAL REGISTER 47 FR 41541,
Sept. 21, 1982).

(2) Failure. The term ‘‘failure to meet
the requirements of section 6039C”’ in-
cludes the failure to file a return for
any calendar year on the date pre-
scribed therefor (determined with re-
gard to any extension of time for such
filing), or the omission on a return of
one or more items of information re-
quired by section 6039C and the regula-
tions thereunder to be provided on the
return. It also includes the failure to
furnish a statement required by section
6039C(b)(3). The failure to furnish a re-
turn required under section 6039C(b)(1)
and the failure to furnish a statement
to a substantial investor as required by
section 6039C(b)(3), are separate fail-
ures for purposes of paragraph (a) of
this section. Also, each failure to pro-
vide a statement to each substantial
investor is a separate failure for pur-
poses of paragraph (a). Thus, if an enti-
ty has 100 substantial investors as de-
fined in section 6039C and fails to fur-
nish any of the required statements to
substantial investors, there are 100 sep-
arate failures to furnish the required
statement.

(3) Aggregate of the fair market value of
the United States real property interests.
The ‘‘aggregate of the fair market
value of the U.S. real property inter-
ests’” is the total of the fair market
values of each U.S. real property inter-
est owned at any time during the cal-
endar year. Fair market value is deter-
mined as of December 31 of such year
for property held at the end of the year
and on the date of disposition for prop-
erty disposed of during the year.

(d) Attribution of ownership. For pur-
poses of calculating the penalty limita-
tion under §6a.6652(g)-1(b)(3) with re-
spect to failure to meet the require-
ments of section 6039C(c), U.S. real
property interests held by a partner-
ship, trust, or estate shall be treated as
owned proportionately by its partners
or beneficiaries.

(e) Ezxceptions—(1) Provision of secu-
rity. If a person otherwise required by
section 6039C to file a return for a cal-
endar year or furnish a statement to a
substantial investor complies with the
requirements of §6a.6039C-5 relating to
furnishing security in lieu of filing
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